In the last decade, Pakistan's external debt obligations have risen to an unprecedented level. T~s is despite the fact that the country had been able to borrow on concessional terms from international organizations and foreign governments unlike many other developing countries. The situation has raised concern about the viability of the strategy of excessivedependence on foreign sources and the problems it poses for sustainable growth.
The estimates given in the table show that the ratio of outstanding debt to GNP for Pakistan increased during the Sixties and early Seventies. In fact, it started increasing sharply from the mid-Sixties. The increase in the early Seventies was even sharper and the ratio more than doubled. In 1972-73 it was 62.5 percent, the highest during the period under study. Since then, however, it has declined though not necessarily continuously. During the Eighties it has been around 30 percent, thus suggesting that one-third of the productive capacity of the country will be required if the external debt is to be paid back today. The ratio of debtservice payments to export earnings, however, has remained between 20 and 30 percent for most of the period under study. This suggests that Pakistan's debt obligations have been a cause of the liquidity problem faced by the country. Twice since the early Seventies Pakistan had to resort to rescheduling its debt-service payments. The ratio of debt-service payments and GNP, an indicator considered more useful in the long run, increased almost continuously in the Sixties.' Since then, however, it has varied between 2 percent and 3 percent. For the South Asian countries as a group this ratio remained constant at about 1 percent during the Sixties. This reflects the seriousness of the liquidity problem for Pakistan. The estimates reported in Table 1 further indicate that the ratio of interest payments and export receipts, referred to as the interest-service ratio increased sharply in the Sixties and reached its highest value, Le. 21 percent in 1969-70. During the Seventies and Eighties, however, it varied between 7.7 and 12.7 percent, and in 1986-87 was 10.3 percent. This suggests that during the Sixties, foreign borrowings were either consumed or invested in relatively less efficient projects, compared with the Seventies and Eighties.2 The ratio of amortization (principal) payments and disbursement has increased almost continuously since 1959-60. In 1986-87, it was 52 percent, implying that more than half of the new disbursements are utilized to repay the principal amount due in the year. This reflects that over time, at least partially Pakistan's debt is being rolled over. The magnitude of net resource transfer, Le. disbursement minus debt-service, relative to GDP was highest, Le. 11.7 percent, in 1964 -65. By 1986 it has reached its lowest value, Le. 0.95 percent. Thjs implies that the contribution of foreign savingsin Pakistan has declined over time. The ratio of international reservesto debt and international reservesto imports show 'For a detailed discussion on the usefulness of various indicators see, for example, Allber (1980); Avramovic et ai. (1964) ; Lee (1983); MacDohald (1982) and Nowzad and William (1981) .
2It may be pointed out that in order to determine definitely whether foreign resources were directed to consumption rather than investment additional information on stages of growth, characteristics of growth path, Incremental Capital Output Ratio (lCOR), cost of foreign borrowings, inflation etc. is required. However, since we are only making comparison between two periods, it does not pose a serious problem.
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a downward trend for Pakistan during the period under study. This suggeststhat Pakistan's debt-servicingcapacity has declined over time.
The various indicators discussed show that Pakistan's debt burden increased in the Sixties but has stabilized in the Eighties. The debt obligation, however, has been a cause of the liquidity problem. Similarly, debt-servicingcapacity, although very low, has remained stable over the years. This is primarily because lending countries have confidence in Pakistan's capacity to repay. Therefore, the debt has been rolled over.
III. DETERMINANTSOF DEBT RATIOS
The observed debt ratios, Le. debt-GNP and debt-service ratio, reflect the inter-play of several economic as well as non-economic factors. The economic explanations of the variation in these ratios are based on the assumption that both borrowing and the lending country are economically rational. This implies that borrowers do not incur debt for wasteful purposes and lenders take account of the viability of investment and the servicing of loans. The current level of the debt ratio is thus an outcome of accutnulation of past decisions on how much to borrow and on what terms, of the uses to which borrowed funds were put, of the efficiency with which objectives were achieved, and of unanticipated factors which intervened. These various factors that influence variation in debt ratios can be grouped under three broad categories; (i) terms of borrowings, (ii) economic performance of the borrowing country, and (iii) external shocks.3
Using different dependent variables, namely debt-GNP ratio, debt-service payment-export receipt ratio, and debt-service payment-foreign exchange earning ratio, various regressions were estimated for Pakistan for the period 1973-74 to 1986-87 with above-mentioned set of explanatory variables. The average interest rate on external borrowing and the average maturity period were used for terms of borrowing. While the average interest rate is expected to be positively related to debt-service ratios, the average maturity period of loans is expected to be inversely related. Both the lagged as well as the current average ipterest rate were used alternatively in the regression. To capture the effect of external shocks on debtor nations, "the terms of trade, remittances scaled by GNP/Export receipt/Foreign exchange-earningsand grants as a percentage of commitments have been included in the regression. The terms of trade are expected to be inversely related to changesin the debt-service ratios. The growth rate of real GDP/GNP and incremental capitaloutput ratio (ICOR), have been included to take account of the effect of economic performance of Pakistan. Both these variables are expected to be positively related to the debt-service ratios. The estimated regressionsare reported in Table 2 .
From the results givenin the table it is evident that in almost all the regressions the explanatory variables included explain more than 90 percent of the variations DetenninantsofDebt Ratios (1973-74 -1986-87) in the debt-service ratio. Except for the current interest rate, all the variables have anticipated signs. NOTall the explanatory variables, however, show statistical significance. Relatively better results are obtained when debt service as a percentage of export receipts is used as the dependent variable. It may be pointed out that the current interest rate is inversely related to the debt-service ratio, thus reflecting that high cost discourages borrowings. The lagged interest rate, however, bears a positive sign but is not very significant implying that loans contracted at higher interest rates is likely to increasethe debt-service ratio. The averagematurity period has a negative coefficient and is significant, implying that a longer maturity period has a favourable impact on debt-servicing. The coefficient of GOP growth rate, although positive, is not significant. The coefficient of ICOR however, is positive and significant. This suggests that improvement in efficiency, characterized by a low ICOR, improves the liquidity problem associated with debt servicing. The results further indicate that external shocks, measured by terms of trade and grantcommitment ratio have adversely affected the debt servicing of Pakistan. Remittances, being an additional source of foreign exchange earnings,.have led to an increase in the debt-service ratio.
where g Sl = So = k growth rate of GOP; marginal savingrate; average savingrate at the beginning of the period; and incremental capital-output ratio.
IV. DEBT-SERVICINGCAPACITY
The critical interest rate calculated for Pakistan is reported in Table 3 . For the period 1959-60 to 1986-87 the CIR was 4.23 percent. This, however, increased to 5.3 percent for the period 1969-70 to 1986-87. The low value of CIR indicates that if Pakistan were to maintain its current Debt-GNP ratio over time it can only afford to pay interest on new loans at the rate of 4.2 percent. This certainly is'not a very encouraging situation. In other words, Pakistan's long-run debt-servicing capacity is not very high. The only reason that its debt situation is not even worse compared to the existing one is because it has been able to borrow on concessional terms. For most of the years during the period under study, the average interest rate paid by Pakistan on external loans has been less than 4 percent. A comparison with the CIR for other developing countries, in Table 4 , indicates that Pakistan's debt-servicingcapacity is among the lowest in the developingcountries.
In order to gain further insight into the trend in the CIR for Pakistan, the CIR was also calculated for different sub-periods and is repc.:ted in Table 3 . It is clear from the table that the main reason for a low CIRduring 1959 CIRduring -60 to 1986 It is now widely recognized that the burden of external debt varies with the stages of development. In the early stages, because of low savings, reliance on external sources to finance investment is higher, thus debt increases. In the later stages when the saving-investment gap is reduced and enough surplus has been generated to cover interest payment on outstanding debt, debt starts declining. This section analyses the debt-servicing capacity of Pakistan. In other words, it investigates the solvency problem in a macro-economic framework. 4 The long-run debt-servicing capacity of a country can be evaluated by comparing the benefits and costs of external loans in the growth process. One of the methods to compare costs and benefits of external loans is the critical interest rate (CIR) approach.5 The CIR indicates the level of interest rate that makes the growth of external debt equal to the growth rate of GOP. It is also the maximum interest rate that can be paid on external loans while maintaining the debt-GNP ratio. If the average interest rate on externallonas exceeds the CIR, debt will increase faster than GNP thus leading to an ever increasing debt burden. Algebraically the CIR is calculated as: 4Liquidity problem arises if the borrowing country is unable to obtain forei~exchange to make the debt-service payments on schedule. The solvency problem, on the other hand, arises if the real interest rate on the new loans exceeds the increase in income made possible by the loan. The latter problem being long-term in.nature can arise if loans were consumed rather than invested or the return on investment is less than the cost. 5The other approach is the identification of the limit value of debt-GNP ratio. Coun try is the negative CIR for 1964-65 -1974-75 and 1979-80 -1985-86 sub-periods. This in turn was because of negative or low marginal saving rates compared with the average saving rate. During 1959 During -60 to 1964 During -65 and 1974 During -75 to 1979 , the CIR was 11.8 and 12.4 percent, respectively, which is reasonably hi~. As the algebraic formulation indicates, the CIR is determined by three parameters. The effect of changes in these parameters on CIR has been calculated and is reported in Table 5 . The estimates show that more than 40 percent of the variation in CIR is because of changes in the marginal saving rate.6 The incremental capital-output ratio, on the other hand, accounts for one-third of the variations. The rest is explained by changes in GDP growth. For other developing countries, the contribution of GDP growth has be~n found to be around 10 percent. These results indicate that a 1 percent increase in all the determinants will lead to a decline in the CIR. Also, the debt-servicing capacity can be substantially enhanced by increasingthe ,?arginal savingrate which has been very low in Pakist'an. Lee (l983a) , the effect of each determinants has been calculated by comparing the historical level of CIR with its hypothetical value. This hypothetical value is calculated assuming that the determinant whose effect is being estimates change by I percent while the other two determinants remains unchanged.
Figures in the parentheses are changes in CIR due to each determinant expressed as percentage of change in CIR caused by simultaneous change in all the determinants.
Thailand V. CONCLUSION
In this paper an attempt has been made to analyse the external indebtedness of Pakistan. The analysis indicates that although the lending countries have confidences in Pakistan's economy and that the debt is being rolled over, but still the Source: Lee, Jungsoo (l983a) .
GThis is in conformity with estimates for other developing countries by Lee (1983 a 1964 -1973 24.1 1974 -1981 11.1 1964 -1981 15.8 1964 -1973 9.3 1974 -1981 12.4 1964 -1981 10.8 1971 -1978 6.3 1971 -1980 4.5 1971 -1978 5.0 1971 -1981 -Ve 1964 -1973 9.7 1974 -1981 7.7 1964 -1981 8.4 1973 -1978 8.7 1973 -1982 8.4 1964 -1973 10.0 1974 -1982 9.4 1964 -1982 9.7 1964 -1973 13.2 1974 -1981 10.7 1964 '-1981 11.7 1971 -1978 -Ve 1971 -1981 -Ve 1964 -1973 6.8 1974 -1982 8.8 1964 -1982 Table5 country faces liquidity problems associated with debt servicing. Terms of borrowings and growth rate of GDP do not appear to have any significant impact on the variations in the debt-service ratios. The efficiency of the economy, measured by incremental capital output ratio, and external stocks have been the main factors influencing debt servicing in Pakistan. Besides liquidity problems, Pakistan also faces the solvency problem associated with debt. In other words, the long-run debt-servicing capacity of Pakistan is extremely low. This is evident from low estimates of the critical interest rate. A major factor for this low critical interest rate has been the extremely low marginal saving rate. This showsthat long-run debt-servicingcapacity of Pakistan can be enhanced by increasing the marginal savingrate.
Comments on "Determinants of Debt Problem in Pakistan and its Debt-servicing Capacity"
The paper presented by Nadeem A. Burney is a fruitful attempt to highlight the problem of the external indebtedness of Pakistan. The paper implicitly stresses the need to systematically analyse our present policy which relies on external borrowings rather than just being concerned with the short term costs and benefits aspect of specific loan agreements. The message is obvious and well known that on the plea of short-term reliefs we are perhaps transferring our poverty to our children.
The paper consists of three sections. The first section is informative. It provides data 'on various debt indicators for Pakistan for the past 28 years. I agree with the author's approach that before conducting an economic analysisof the debt problem of Pakistan, the reader should be guided to understand the seriousness of the problem from various angles. The debt indicators in terms of various ratios calculated by the author signify the fact that there are various aspects of the external debt problem faced by Pakistan, some referring to the short-run burden and some to the long-run burden.
In the next section the author attempts to identify various determinants of the external debt burden in Pakistan. For this purpose he estimates a few regression equations. As the author explains at the beginning of this section, these regression equations should be interpreted as the net outcome of the interplay of various economic relations. It would, however, have been helpful to the reader if the author had spelled out in more detail the structure of the simultaneous equations underlying the estimated single equations at least in words if not in algebraic form. Or, better, he should have estimated the structure itself rather than what seems to be a reduced form.
These regression equations do not include among the potential determinants of d~bt burden any measure of the propensity of savingone of the key factors that determine the need to borrow. The propensity to saveis not even implicitly present in any of the regression equations because none of these equations simultaneously includes the growth rate of GDP and the capital-output ratio among the explanatory variables. Now I come to the final section of the paper which in my opinion is quite insightful both in terms of theoretical discussion and its numerical consequence.
The author calculates the maximum rate of interest on external borrowings Pakistan could have afforded in the past to maintain a steady-state situation of the external debt burden, that is, a constant debt GDP ratio. The calculation of this interest rate is based on the assumption of a given set of values for the other key economic parameters, that is, the average and the marginal savings rates, the incremental capital output ratio and the growth rate of GDP. As the equation used in the calculation of the critical interest suggests, one can also fix the rate of interest on external borrowings and calculate the critical value of some other parameter, for example, the minimum savings rate or the maximum growth rate of GDP. More generally, the equation relating all these parameters can be used to fix all but two parameters and find out the trade-off relationship between the remaining two parameters. For instance, one can find out a trade-off relationship between the rate of interest on external borrowings and the domestic savings rate. This trade-off relationship can be explained in two ways. First, if the rate of interest increases by I percent, what will be the required increase in domestic savingsrate to maintain a given debt GDP ratio. Second, following a 1 percent increase in domestic savingsrate to what extent can Pakistan afford the additional cost of external borrowings in terms of the permissible increase in the rate of interest on external borrowings giventhe debt GDP ratio.
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